i 
7 


ant ee 
‘ ear %. reg + eel a — 
oh Ls 


‘ b i , 
re mo aa 
Ks ings Te aS nee oe 
yi 7 i, = *, s ee eh f 
ee 
| gale sa pa ya. 


ae a wt oe’. 7 “ 
‘ i . 
: Te 
ae eal a he cre 


% 


U 
i a aan - 
a, Dal ’ t= eo 5 
2 OL 


Sa ee m. 


J ; viy ee De 
1 . ; t*3¢ 
February 28, 1938 
hie 
Sl ae ; 
= 3 at 


figs 5 “4 RBTIEN OF BUSINESS CONDITIONS 


Confidential 


pe why 
a = Fes) a? : : ‘ek 


igh “Ws eke ah prem eel 


oe lied ce retieet Gb Rae Pears a; rs i ae eer % =< Le as 
Pg ws ‘ worth a" as 2a Se 


Pua geecivms Age’ wee we xi bee 


pact per re ‘wf tk oF ed neers 


Sa EF URONIC TUNE CRA SET CRTC LAO OMNIA RE She waite JOE sath 


} } nse L ; rz j 
oo) 7 woke: nineteen OA gh aceasta witless 
dete + okie eS eR ets erimoamey 1h 1 Pike mime a ataGibaLanted Ea: Reece vate th & 


ahi OT ihe ‘February 26, 1938 


_ {at eaaeptlen of slight rowovory im procuptive tcl 
riod of y holiday shutdowns (disclosed by weekly 


| Tomy em ingen lon nek eke epenmenes Im fact, the monthly — 
«preliminary index of the federal Reserve Soard shows thet industriel 
production receded further im January to 61 pereent of the 1925~25 


average ag ‘compared with “ percent reported for lecember. Weekly 
3 | productive setivity are stil) painting slightly 


| downward, suggesting & pe probable further decline ih the February Federal 
. Reserve Board index FR PE TR ME Be Seay. | 


The Federal Zeserve Board monthly indexes of induatrial pro- 


 drotion and monthly averaces ef wedkly Si ginee- an Walineas GCE, 
ae reported by the New York Times, and on industrial production, os 
| getimeted by the Departnert of Commerde, from August an Sa 

are tabulated below. 
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¥ Avorage of 3 wosks exoept Federal Reserve Beard index which ia 

estimated, 
sp ieliaiaectnn lens deere toe st geibanios dane tae | 

‘preset period of drastic readjustment aa compared with cimiler abrupt 
_ declines during three previous periods. ‘The present decline has been | 
somiuhat more severs than provi ous dealines of sinklar intensity and 
bat already jasted about es long as amy of the others. 


the present decline ine.nob, dows sceompunted by anette 


_sdntoh--waw-cherackerletiocof these which otarted-in-3803, 1007, 4 192 


There are probably more similarities between conditions now and ‘tempo | 


~ during the depression which followed 1920 then during either of the 
.. othere shown on the chart. Crops were large in 1920 (exsept wheat) 
L end farm prices which had been high declined sharply. Sgrioultaral 


on reached reeord proportions im 1937 and severe price. 
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ma 9 Decenbery | tos pdr the generally slow eourss pharted 
by stonthly indexes eT ce eenr, eae Sanae aE iw ap Se 
in a general wey, be adhered to in the months shead. 


Some of the underlying foveck which appear to be warking in this 
dirdetion include: (1) Goverament attempts to stimalate overdepreased 
commodity prices; (2) imtensificetion of Covrermonteal activities in 
the housing field, and (3) the recent amieuble agreement beteeen 
Committee for industrial Gr, ition lebor unions end the United 
States Steel Corporation continuing exieting wage and hour agreements, 
Thies was quickly followed ty azmouncemont of a downward revision of 
J4.00 per ton in the price of automobile sheets end later by notice 
that other steel product orices would be the same for the second 
querter as for the first. ee ete ee Some Se te 
lie ed rege ong stimlating factors rather than visible signs 

mprtovement. The more visible signs of iusrovenent, which are aah 
| mamerous hor impressive, inelude reports of a somewhat better 
novenent of used automobiles ints conmmers' hends in reeent weeks, 
at well as a better pick-up in new oar busincss than hee been expected 
thig carly in the sengon, and a considera@ly larger volume of orders 
for textiles then for several monthes_ Rising prices for raw cotton, : 
incident to passage of the Agricultural Adjustmont Act of — were 
ne doubt a factor in stimilating textile tusiness. 


De the — of more visible signs of ently improvenen | 
on the basis of the generally sidewise course followed by productive 
activity after previous similar abrupt deolines several more monthe of 
praquative oe near recent levels appears a logical expectation 
unless Governmental attempts at carlier etimulation are successful. 
in this respect it nay be eaid tint the decline has reached a gtace 
at which any extraordinary efforts toward reeovery here a mariaun 
chance of success, On the basis of past movements alone ge coe) 
the beginnings of susteined recovery may bo expested to make ag appear~ 
ae Slam ee coy Dias ne teats «~ “ales wie si 
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was genthaek in the aneeebetinn moth @ yore oarlicr. the peariea 

tion is, of course, to be found in the drastic shuap in fara prices 

faltne Sn Sey ae were dowa to 102 pe ¢ of the 161014 
—~y tad >, Ft the: a ee oarkion. + 


ee Thigh, tae dvdhinn 22,\filen \qeeny ‘tne ha yo born tart etal : 

|” the poried of gains which secoumted for a 100-pervent increase be- - 
tweem 1932 and 1937 has ended. Tnoche rewulte for the current yeqt'sh 
& whole will, of course, depend primarily on trends in industrial 
production amd imeome of the nonfarm population. Should the lose 
year-to#year decline in fara cash income from sales be no grenter per 
month than thet for the three months ending with denuary, farm cagh 
 fneome for 2630 would be abeut 900 million doll Aess than in 1987 
and about the same ae it wus in 1936, The dedline may well be lerger. 


/ larger Goverment peynents to farmers in 1056 then in 1957 will 

i \. offset, in part, the oxpected lower income from anles. Yovernment pay- 

mente to farmers, aovording to data furnisiel ty the Budget Section of 
the Agrieultural Adjustment Administration, are expected to total 
$360,000,000 for the peried from February 1 to Ame 30, 1038, : 
reported by the Sureau of Agricultural Foonomice totaled $287,000,000 
é@auring the porresponding months of 1937 and amounted to only ae 
for the 7 mouths ended Jamary 1038. Cotton price ad YU 
which are expected to be made after June of this your will pe total 
lnet~half payments in 1957 by nearly 9100,000,000, Tote] Government 
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gricultural Income 


Ay. 


Honagricultural income is estimated at 34,944,000,000 in January 
1988, ‘This represents a decline of just one-half billion dollars 
from the August 1957 peakt and is as great ag the ontire recovery be- 
‘ween September 1926 and August 1937. On an enrmual basis, i -eaaeel | 
.. Sexo Snecne-in January wat wt the rete of 5¢ billion dollars as. — 
\ » (S@egpared with our estimate of 64 billion dollars paid out for the year 
1937. demumry wae the second donsceutive month in whieh ineome wed 
Be under the sorresponding a wa: ® davai oarli crs it 
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Shie adverse trond in nomacetaltumel tnoone wilt ve trenelated Mem 
directly into redueed retail expenditures for food products and nde 
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An attaghed chart gives indexes of the real incemp of enployed : 
of 1938 in terms of food costs as well as in teres of other and all ) 
living conte. The decline in food prices from the 1929 am to the 
} lows of early 1933 were concurrent with a drastic ehoap in per capita 
earnings of cmployed workers. ‘The decline in food prices, hevrever, 
was #0 mach more drastic than the comtravtion in per capita. cnrnings 
that earnings of employed workers increased, in terme of food prices, 
abort 20 pereent during the year following June 1930 end thet for the 
next two yours averaged more then 20 percent higher than in 192% 
The sharp recovery in food prices which started with the gece. | Quarter 
. Of 2933 had, withizhs fow months, canceled about half of this increase 
| in income relative fo food prices, Kowever, the ineane of emloved. 
workers hag avefaged 10 percent higher than in 1089 fer the peet five. 
years. Ineome of employed workers in terms of food comts had declined 
to 104 pergent of the 1929 average by mid~19S5 wt a definite tpward ~~. 
trend hee sine¢ been in evidence with the result that ineome, in terme 
of food, is now shout Mi pereent higher than in 1929 despite curtail Inait 
in per capita carnings simee lust August. | 2» - 


. _ Im terms of the/nonfeod items of the urban worker's adebes per 
/ eophta earnings in Jamuary of this year were just equivalent to the 
1929 average, whereas in torus of all Living costs, his ineome tres 6 
pertent higher then in 1928, The entire inerstse was therefore due to 
relntively lew food prices. | | ae 4 


) The trend of income per person employ ed in » : Lantus ie (alee | “4 
coy ee oat ehart) elosely paralleled the fall in food prices from L929 
« Sindlarly, the reoorery in por eanite ineomes and - 
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higher relative to the 1929 base period ' swontood goets in his 
living budget. ‘The two indese te aunty 1 } 
nonfood costs will mo doubt ativ 3 am fetors. 
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general 
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t voted for use of the Works Progress Administration, about 
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will contime acute after mié«yoar but the amount of funds whieh will — 


A larger portion of the income of unemployed workers, and of 
others who have very low incomes, is undoubtedly spent for food than 4 u 
the average proportion spent by all workers. Thus the percent of total 
income peic cut which is spent for food tends to be relatively high 
under distress ceonomi¢ conditions, This tends in a miner way to 
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Laberalized | lengthened Eh periods and. noe 
mortgage interest retes, mace possible by 1986 erendmente to the Setional 
Nousing Act, will tend to etimylate residential construction) wt ~ 
tardiness of the intensified Government efforts to stimulate home con« 
struction way result in sufficient delay in the maturing of any creat 


i activity at the hertod when it is most needed. 


Ay im hyp sesh the potueed inmbtiste outlay seated te hmilé « bone 
now ad vitinately reoult in substagtial stimlation to residential | 
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Obviously, hortaces in nonfarm ducliings aus otitt aoquimdieti ne. 
patryer | an “Tnorense of about two-thirds from the 108637 rete in 
building would be necessary ta halt this acoumilnti on, 


| quite’ teide from making up existing shortages. foe reach predepressi on 
peaks (wher wie«time shortages were being made up) in the ratios be~ 


tween unite built and mé@rriages and betwoen unite built and inereases 
in fanilies, @ gain of about 250 pereent would be necessary. poe A 
these conditions. of deficient “tullding and with Jqvernmment ancoutage- - 
nent to home Wilding it willbe gurprieing if rewidential pone tractd aif 
soos oe duri oy Tag nent wpening im... 
economic EY, | | 
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in the two previoug reviews of weateleep-at have ie rather 
detailed discussions ¢onserning the otlook for several indestrics 
which usaally determine, to « large extent, the trands an syeduatiyy- 
activity. These include the railroads, construction, autamol éné 
steel, Additional coments and stetistics on residential construction 
are contained elnewhore in this igcucs 
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We ethY telieve that railroad quipment by 
stall even if a major portion of % p= DOP Oe 
which they are requesting is pel yy the partie + Comme ree 
Comlesianms  Carloadings | ‘enn tha firet chart attached) everaced 16.5 
percent lower in the first 7 weeks of 1958 than for the corresponding 
period of 1987. ‘Thtie a full li-percent boost in average retes would 


probably still Have loft gross revermes lower than in 1937. Comte of 


hemdling the smaller volume would, of course, be somewhat lees; but 


higher wage rates will go am Seated attuentnne oy) inking in fuel: and 


other eqete phich the railroads may be able to mikp, 


Some rai sey equipment buying may follow “orel ght en Tanen 
if granted, but. thie will represent a recovery from near gate and cannot 
‘be expeated to be in muffighent volume to be a major clenent im the ) 
business situations” ‘The roads, with traffic lower than at this season 
of any your, exedpt 1993, from 1919 to date have less to tay with 
than they Gy hed for 1086-57 and their neols are not ws bas ae yO 
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With automobile production, construction, and rot pear buying 
sar pt rie, and sel meses of @ reduced 1930 denand for 
teak on of gontainers and mehinory the etoal Tadiwtry 


™ * Sound te SS ey for steel, now orders 
pope Fy ty an May yo gre Peas ap ter ctl a 
secavery fully up to or in soots of scutoonly tn moat $ mediately 
head, may w Be! inte. ratio o ingot production (per- 
cont of capacity) the Federal Reserve Seard index of factory pro- 
mation of soods (1 150) averaces about 66 percent, but 
for the three months ending January 1998 the ratio was only 43. The 
lowest for any recent year was 61 in 1932. Should durable goods pro~ 
cugtion for 1933 average 70, as compared with 107 for 1937 and about 60 


‘ oauoti on dropped from 1156 in incu 1957 te 75 in Jom-« 
ary 1orad seserve Goard adjusted indexes), At the posk of pro- 
aucti.ony Soak : Dospuber 1956, the Fedoral Reserve Soard index was 
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Despite German geizure of political control in Austria there 
Gppears to be an easing in the tension which has deen so evident in 
Hurope of late. This less bad situation ie due largely to “ngland' « 
announced intention and France's apparent intention to negotiate 
agreements with Italy. These will probably include, meong other 
things, recognition of Italy's conquent of Ethiepla and some Medte- 
tion of italian help te the Spanish insurgents. Without respect ‘to 
the longer-term implicstionus of the gain in Italian prestige through 
thie proposed understanding with Great Britain end france, the 
immediate dangers which surraund the precent more even belence of 
power im Burope, will be ameliorated. 


Reoognition of Italy's ventrol of Uthiepia has favorable economl ¢ 
implications. Capital markets will be opened to permit commercial 
exploitation of Ethiopia. Any lessening in the tension which hme 
gripped Europe in reeent monthe, tending to permit a nore normal flow 
of trade, should be of special benefit to ue now that our domeatie 
trade if so sharply curtailed, %y 


Sinee the drastic deoline from August to Novenber 1937 stock 
prices have uoved sidewise (see attached chart). Uuring this three« 
month perlod of stability in stock prices indugtrieal production has 


if the movenents of stock prices and industriel produstion are 
to continue to follow as nearly parallel courses as they have sinee 
1982, except for short periods of time (see attached chart), the dis- 
parity which bas developed since last tovenber Suggests either an 
early reeovery in production or a renewed decline in stock prices, 


earnings ere probably lower at present than the aver- 
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